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Technical Bulletin 
Bulletin 31 September 21, 1990 
Municipal Technical 
Advisory Service 
STATE AND FEdERAL PETROLEUM TAX 
' 
REFUNDS AND EXEMPTION OPTIONS 
FOR LOCAL GOVERNMENTS 
. /by C. Richard Phebus 
Local governments in Tennessee are 
exempt from the payment of federal excise tax 
on gasoline and diesel fuel and, if they meet 
certain requirements, can also 1 qualify for 
exemption from state taxes on petroleum 
products. Although the procedure can be 
complex at times and. require a good deal of 
record keeping, local governments can avoid 
the payment of these taxes outright, or, at 
worst, file for a refund of federal taxes paid. 
This technical bulletin updates technical 
bulletin 15 dated April 14, 1988, and describes 
new procedures for avoiding the payment of 
state taxes and an update on federal excise 
taxes on gasoline and diesel fuel. 
Tennessee Gasoline And Diesel Tax 
Currently, the State of Tennessee 
imposes a 21 cents per gallon tax on the 
purchase of gasoline and an 18 cents per gallon 
tax on the purchase of diesel fuel. Local 
governments are allowed an exemption from 
these taxes under certain circumstances, 
described in Tennessee Code Annotated (TCA) 
67-3-402. In order . to qualify, the local 
government must satisfy the following: 
1 . Gasoline must be purchased in lots of at 
least 500 gallons over a 72 hour period. 
2. Gasoline must be stored in a storage facility 
either owned or leased by the governmental 
unit. 
3. Gasoline must be used exclusively for 
governmental purposes in equipment 
owned or leased by the governmental 
unit by governmental employees . 
4. Ga.soline must be purchased from a 
bonded dealer or distributor. 
The 1990 session of the Tennessee General 
Assembly passed Public Chapter 715, which 
adds another exemption method to the above 
TCA code section. The new statute, which took 
effect on July 1,  1990, allows local 
governmental units to purchase gasoline 
through a "customer controlled pump" 
provided by dealers and distributors. Gasoline 
purchased in this manner is not subject to the 
minimum purchase requirements of 500 gallon 
lots. 
The bonded dealer or distributor may locate 
the customer controlled pumps at any location 
other than its primary storage facility. 
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Additionally, pumps may not be located 
at any retail filling station or connected to any 
retail storage tank. Each pump has. the ability 
to identify each customer separately through 
the means of a credit card or other identifying 
method. 
At the end of each month, the distribl,ltor' 
will bill the local government for all purnKases 
made at the pump during the month. The 
government is exempted from the state tax at 
the time of the billing. The distributor then 
files a claim for refund of state taxes paid with 
the State Department of Revenue; 
Local governments that have permits 
which exempt them from state gasoline taxes 
should check with their distributor to 
determine the location of any customer 
controlled pumps and the procedures required 
to be authorized to purchase from these 
pumps. 
Local governments that are not presently 
authorized to purchase gasoline free from state 
tax should contact the Department of Revenue, 
Petroleum Tax Division, Room 1330 Andrew 
Jackson State Office Building, Nashville, TN 
37242 ·or call Ms. Ava Conradi with the 
department at 615/741-3504 for an application 
of exemption. 
Federal Excise Tax On Gasoline And 
Diesel Fuel 
State and local governments are exempt 
from paying the federal excise tax on gasoline. 
However, the Tax Reform Act of 1986 required 
these entities, effective January 1, 1988, to pay 
the tax and then file for a refund with the 
/ 
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Internal Revenue Service. The federal tax (Until 
September 1, 1990) is 9.1 cents on gasoline and 
¥\5.1 cents on diesel fuel. 
Effective September 1, 1990, the tax on both 
gasoline and diesel fuel has been reduced by 0.1 
cents. This reduction came about due to the 
provisions of the Superfund Revenue Act of 1986, 
which provided that the 0.1 cent tax for the leaking 
underground storage tank trust fund would stop 
being collected when the fund reached $500 million. 
This benchmark was reached in August, 1990. 
Local Government Relief 
• 
The only avenue of relief for local 
governments from paying the federal tax is 
provided in Section 6416(b) of the Internal 
Revenue Code .. This section allows an exempt 
• organization to purchase gasoline from a 
wholesaler without paying the tax. The 
wholesaler, in tum, files for a refund of federal 
tax paid on gasoline sold to exempt entities. 
However, this procedure does not mandate the 
wholesaler to sell gasoline tax-free. 
It is strictly optional with the wholesaler, 
This section also applies to local governments 
which purchase gasoline with credit cards. 
However, it is up to the credit card company to 
allow a credit for federal tax paid when billing 
the local government. Section 6416(b) does not 
provide relief for local governments purchasing 
gasoline at the retail level. 
Purchases At The Retail Level 
Local governments purchasing gasoline at 
the retail level must pay the federal tax at the 
point of purchase. They may then apply for a 
• 
refund from the Internal Revenue Service for 
• 
• 
• 
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these taxes by filing Form 843 on a quarterly or 
annual basis. 
Amount Of Tax Refund 
The total federal excise tax on gasoline is 
9.1 cents. Nine cents goes to the Highway/ 
Trust Fund, while 0.1 cents goes to the Leaking' 
Underground Storage Tank Trust ftlnd. 
Although the proposed regulations called for 
only 9 cents to be refunded, that is incorrect. 
The total 9.1 cents will be refunded to 
the local government. After Septe,mber 1, 1990, 
only 9 cents will be refunded. The 15.1 cent tax 
on diesel will reduce to 15 cents. 
Time Frame For Applying For Refund 
Tax refunds amounting to more than 
$1,000 in any one quarter may be filed for on a 
quarterly basis. Filing must occur by the end 
of the quarter immediately following the 
quarter during which the tax was paid. 
Tax refunds of less than $1,000 in any 
one quarter must be filed for on an annual 
basis. Cumulative quarterly tax payments 
amounting to more than $1,000 must also be 
filed for on an annual basis. The fiscal year of 
the government represents the annual filing 
period. Under the regulations, Section 48.64 21-
4(b)(ii), claims by local governments must be 
made no later than three years following the 
close of its taxable year. If a local government 
is forced to purchase at the retail level, 
adequate records must be kept to file for a 
refund on Form 843 on a quarterly or annual 
basis . 
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Refunds From Internal Revenue 
, .Service 
'There is no time period mandated by the 
law or regulations in which the IRS must 
refund the federal excise tax once a Form 843 is 
received. Additionally, there is no provision 
for the IRS to pay interest on the amount 
refunded. 
Local governments, therefore, are making 
interest free loans to the federal government for 
an indeterminable period of time. It is 
important for local government to avoid the 
payment of these taxes whenever possible. 
Local Government Options 
To completely avoid the payment of the tax, 
local governments should (1) purchase at the 
wholesale level from a wholesaler that will not 
charge the tax or (2) use an oil company credit 
card for purchases and arrange with the 
company to provide a credit for federal taxes 
paid. In both cases, the distributor will file for 
any applicable refund of taxes. Keep in mind, 
however, that even though the credit card 
company can waive the payment of federal 
taxes, any purchases made with the credit card 
will still include state tax on gasoline. 
FOR FURTHER INFORMATION 
For further information (or to obtain an application of 
exemption), contact ·Ms. Ava Conradi, Department of 
Revenue, Petroleum Tax Division, Room 1330, Andrew 
Jackson State Office Building, Nashville, TN 37242 or phone 
615/741-3504. Contact your MTAS Finance Consultants in 
Knoxville at 615/974-0411; Nashville at 615/256-8141; or 
Jackson at 901/423-3710. 
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